BRUKER

T

04025563

|j

]
| ’
:

Bruker BioSciences Cmporatmn

2003 ANNUAL REW‘\N\




Bruker BioSciences designs and markets products to address the rapidly evolving needs of the life science industry and the
proteomics markets in particular. Proteomics involves the large scale separation, identification and characterization of proteins in
orderi to understand how proteins are created based on the information contained in the genes. Our goal is to become the leading
provider of proteomics solutions to the drug research and discovery market. We believe we are in a unigue position to benefit from
the long term growth trend in proteomics, which is increasingly focused on obtaining more detailed information on proteins. With
Bruker Daltonics’ strength in mass spectrometry addressing expression and clinical proteomics and Bruker AXS' expertise in
structural proteomics, we believe Bruker BioSciences is positioned as a complete solutions provider for proteomics and biomarker
discovery. Bruker BioSciences’ products cover a large spectrum in the drug discovery process, including target identification, target
validation, product development and protein production. In addition, the company leverages its technologies and global distribution
and support infrastructure to provide complete solutions for the advanced materials research and industrial QA/QC markets.
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TO OUR SHAREHOLDERS:

On July 1, 2003 thE merger of Bruker
Daltonics Inc and Brdker AXS Inc. created
Bruker BioSciences Corporation (NASDAQ:
BRKR), a leading global supplier of enabling
tools for life science and materials research,
and in particular a ur{ique supplier of high
information content tools for proteomics.
With its emphasis on high-success pro-
teomics, Bruker Daltorhics provides enabling
tools based on mass spectrometry for both
expression proteomi¢s and clinical pro-
teomics, while Bruker AXS provides innova-
tive x-ray crystallography tools for structural
proteomics.

The merged, leaner Bruker BioSciences
organization provides significant operational
benefits such as complementary technology
platforms, increased cross-selling opportuni-
ties and brand leverage. The well-received
merger is already generating cost savings,
while the associated restructuring steps are
enhancing our produgtivity. Our increased
scale has provided opportunities for further
strengthening our global support and distri-
bution network. !

Regarding the capital .markets, the merger
has increased our publicly traded float and
has generated increased investor interest.
Our larger company scale provides enhanced
visibility and exposure. to research analysts
and portfolic managers, along with improved
public market access, and a stronger acquisi-
tion currency. Bruker BioSciences has a more
diversified technology base, a broader prod-
uct portfolio, and a larger installed base, as
well as a more diversified customer base.

The inevitable risks of any merger were
clearly reduced since the two companies
have similar business models, and compatible
management and operations in the same
industry. We have deliberately not fully inte-
grated our two operating companies, in
order to retain the entrepreneurial drive and
growth momentum of each company, Bruker
Daltonics and Bruker AXS.

During the year, we took the necessary
steps to position the Company for the
future. We believe the merger of Bruker
Daltonics and Bruker AXS, as well as the
subsequent restructuring of both of our
operating businesses, will be key bottom-
line growth drivers for the Company in 2004
and beyond.

During the year 2003, we introduced numer-
ous successful products and maintained our
top-line growth momentum during a difficult
year. We believe that we have considerable
leverage in our expenses for further improv-
ing our operating margins as we become a
larger company.

We are pleased to report that 2003 was a
year of continued revenue growth and
market share improvements in our life-
science mass spectrometry business, as
well as our after-market revenue; for the
year 2003, our combined revenue increased
18% to $260.7 million, compared to rev-
enue of $220.7 million for the same period
last year.

In early 2004, we have already brought
numerous additional new products to our

markets, many of which leverage our unique
capabilities for high-information content
proteomics. Moreover, we are very pleased
with our rapid growth in biomarker discovery
and clinical proteomics, where we believe
our high-performance ClinProt™ products are
ideally positioned for clinical research into
robust, scientifically supported panels of
biomarkers. On the x-ray analysis side, we
believe we have increased our competitive
position considerably with the recent intro-
duction of new high-performance products
for materials and nanotechnology research,

New products of particular importance
include our Proteomics RIMS™ (Research
Information Management System) which
for the first time combines and integrates
the data, information, and knowledge gen-
erated in the proteomics research workflow
from complementary mass spectrometry
and x-ray crystallography technologies.
Our new Proteomics RIMS will even provide
access to interaction proteomics and pro-
tein dynamics information provided by
surface-plasmon resonance and nuclear
magnetic resonance spectroscopy (in col-
laboration with our partners Biacore and
Bruker BioSpin).

Bruker Daltonics made major advances in our
FTMS product line. We have just launched
the novel APEX®-QE 7 Tesla Q-g-FTMS with
unique integrated Top/Pro™ top-down pro-
teomics capability. Top ) Pro combines selec-
tive protein enrichment with ECD and
MS BioTools™ software to provide robust
and sensitive top-down protein sequencing
and PTM discovery capabilities.




Our merger has created a leading global supplier of enabling tools for life science and

o

materials research, and a unique supplier of high information content tools for proteomics.

Further advances are underway throughout
our entire ion trap product lines: our brand
new HCTplus™ ion trap features sensitivity
and ultra-fast acquisition capabilities that
are setting a new standard in performance
for proteomics and metabonomics. The
robust and sensitive esquire4000 and
esquire6000 ion trap systems provide
standard and high-performance MS and
MS(n) for liquid chromatography mass
spectrometry applications in drug discovery,
drug development and academic research.

Our new highest-performance bench-top
MALDI-TOF mass spectrometer, called
microFlex™, outperforms other bench-top
MALDI-TOFs. This novel instrument provides
superior 15K resolution, as well as excellent
mass accuracy and outstanding sensitivity.
Similarly, our novel Focus™ technology
increases the resolution of our ESI-TOF sys-
tems significantly, also making them the
clear bench-top performance leader.

Bruker AXS has just introduced an integrated
set of high-throughput biological crystallog-
raphy tools to produce protein crystal struc-
tures at an accelerated pace, based on our
PROTEUM™ X-ray system with our latest
high brilliance MICROSTAR™ source and the
sensitive/fast readout PROTEUMCCD detec-
tor. This crystallography system is comple-
mented by our BruNo™ robotic sample
handler, and the Crystal Farm™ crystal incu-
bation and imaging system.

With two novel technologies as the basis for
our new SuperSpeed Solutions™, namely
our high-power Turbo-X-ray Source™ and
the high-speed VANTEC-1™ detector, we
believe we have the most advanced X-ray
diffraction for materials and nanotechnology
research, which goes beyond current limita-
tions in terms of sensitivity and speed.

We are pleased that in 2003 Bruker
Daltonics was selected for a Frost & Suilivan
award for Product Innovation in Mass
Spectrometry. This recognition followed the
Frost & Sullivan 2002 awards to Bruker
Daltonics for Competitive Strategy in the
World Life Sciences Mass Spectrometry
Market, and for CEO of the Year in Drug
Discovery Tools. These awards really recog-
nize the product breakthroughs made by our
worldwide R&D teams, the value they pro-
vide to the life-science research community,
and the importance of our new products to
our continued fast organic growth.

We are encouraged by our recent strong
growth in new order bookings, which is
strong evidence of a sector recovery, as well
as the market acceptance of our new instru-
ments and solutions. In the fourth guarter of
2003, when compared to the fourth quarter
of 2002, at Bruker Daltonics we saw greater
than 35% bookings growth, and at Bruker
AXS we experienced greater than 25%
bookings growth. We are benefiting from
improvements in the market, as well as

favorable currency effects, but we also
believe that our innovative and broad prod-
uct offerings are giving us additional
momentum for top-line and bottom-line
growth in 2004.

Finally, as we have previously announced,
Martin Haase, who has served us so well as
a Director and Senior Vice President of
Bruker BioSciences and as President of
Bruker AXS, will be leaving us as an officer
and employee on April 30. Martin will
remain with us as a Director through the
end of 2004. | want to once again thank
Martin for his long years of selfless dedica-
tion, winning attitude and superb achieve-
ments for the benefit of Bruker BioSciences.

Sincerely yours,

ey TS

Frank H. Laukien, Ph.D.

Chairman, President, and
Chief Executive Officer
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ABOUT BRUKER BIOSCIENCES

Bruker Daltonics Inc.

Bruker Daltonics’ Life Science Enabling Tools Based on Mass Spectrometry

Bruker Daltonics is a leading developer and
provider of life science tools based on mass
spectrometry. Bruker Daltonics mass spec-
trometers are sophisticated devices that
measure the molecular weight of molecules
and provide highly accurate information
about the structure of materials. Our mass
spectrometry-based systems often combine
advanced mass spectrometry instrumenta-
tion; automated sampling and sample
preparation robots; reagent kits and other
disposable products (consumables), used
in conducting tests, or assays; and powerful
bioinformatics software. Our systems offer
integrated solutions for applications in mul-
tiple existing and emerging markets includ-
ing genomics and proteomics, metabolic
and biomarker profiling, drug discovery and
development, molecular assays and diag-
nostics, molecular and systems biology and
basic m?d;cal research.

Oncology Breast tumour cell with internalised model
antagonist for p53/mdm?2 binding.

(Courtesy of F Hoffman-La Roche Ltd.)

MOurrsubstantiai investment in research and
development/aliows us to design, manufac-
ture and market a broad array of products
intended to meet the rapidly growing needs
of our diverse customer base. Our cus-
tomers include pharmaceutical companies,
biotechnology companies, proteomics com-
panies, molecular diagnostics companies,
academic institutions and government
\\(m cancer research agencies. In addition, we market our life
"\T Voo . scien\c/é‘/systems through strategic distribu-
N~ tion afrangements with Agilent Technologies,

f (\‘J\ .
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ey Sequenom and others.
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Clinical Proteomics < A g/;

Our ClinProt solutions generate mass
spectral proﬂes of potenu;l biomarkers
with high mforma’ggn-centent in a robust
anganeproducnbﬁe manneér, a require-
meda "Qrptém blomarker\édentnf ication

B*r{{ker Daltonics has developed a full suite
of ;rhass spectrometry instruments that
address a wide range of life sciences appli-
cations. Mass spectrometry has become
the method of choice for primary struc-
tural analysis, including determination and
assessment of sequence and composition,
of complex protein samples and is the
key enabling technology of the proteomics
|aborafo\ry Mass spectrometers (MS) are
dewces <For measuring the mass, or weight,

of a molecule and actually recording
mass/change ratio. Mass spectrometry
systems employ an ionization source which
creates charged molecules, and a mass
separation/detection component that sepa-
rates these charged molecules on the
basis of mass to charge ratio, to detect
their presence and quantity. Mass spec-
trometry has been used in physics and
chemistry for over fifty years. Over the
past fifteen years, mass spectrometry has
emerged as a powerful research tool in the
life sciences. For example, mass spectrom-
eters can determine the identity, amount,
structure, sequence and other biologjcal
properties of small molecules, like drug
candidates and metabolites, as well as
large biomolecules, like proteins or DNA,

We base our life science solutions on four
core mass spectrometry technology plat-
forms which include:

°

MALDI-TOF—Matrix-assisted laser
desorption ionization time-of-flight mass
spectrometry, including tandem time-
of-flight systems (MALDI-TOF/TOF);

o

ESI-TOF—Electrospray ionization time-
of-flight spectrometry, including tandem
mass spectrometry systems based on
ESi-quadrupole-TOF mass spectrometry
(ESI-Q-g-TOF);

o

FTMS—Fourier transform mass spec-
trometry; and

3

ITMS—Ilon trap mass spectrometry

Time-of-flight spectrometers measure mass
based on the time it takes for charged
molecules to travel from the ionization
source to the detection component. With
the ability to analyze thousands of samples
per day, MALDI-TOF mass spectrometers
currently have the highest sample through-
put and can analyze the broadest range of

New MicroFlex MALDI-TOF ™




he APEX-Q is ideal for ultra-) mgh resofution proteomics research.

aser

Oncology: Insect cells (SF9 celis) overexpressing GFP. i

(Courtesy of F. Hoffman-La Roche Ltd.)

|
Professor Simon Gaskell and Bruker Daftonics’ Dr. lan Sanders

at opening of 9.4T FTMS facility at the University of Manchester

Institute of Science and Technology.

masses of any mass spectrometer for use
in the fields of genomics and proteomics.
Our time-of-flight mass spectrometry
solutions make full use of this potential for
increased speed by automating various
steps of the analysis. Our-time-of-flight
solutions combine high sensitivity, accuracy

~ and throughput to generate large volumes
V Ir—y
£ 'of‘accurate raw data for detectlon of genetic

vanat|ons such as single nucleoﬂdé’poly-\
morphlsms or SNPs, as well as for pro-/
teom;cs in general,

MALDI-TOF mass spectrometers utilize an
ionization process to analyze solid samples
using a laser that combines large volume
sample throughput with high mass range
and significant sensitivity. Our MALDI-TOF
mass spectrometers are useful for: (a) pro-
teomics and protein function analysis;
(b) drug discovery and development;
(c) rapid cellular and tissue biomarker
detection; (d) SNP analysis; (e) genotyping;
(f) personalized medicine; and (g) forensics.

TOF/TOF extends the utility of the technol-
ogy, providing a method for detailed struc-
tural analysis vital for sequencing and
protein id from complex mixtures.

Our MALDI -TOF products products utilize
our Aﬂchorgmp .microarrays that prepare
samples for naLySIS These microarrays
employ patented microfluidics technology
that improves sensitivity and reduces
analysis time per sample by concentrating
the sample in a precisely defined location
which allows facile automated data collection.

ESI-TOF mass spectrometers utilize an ion-
ization process to analyze liquid samples.
This process, which does not fragment the

sample, allows for rapid data acquisition
and analysis of large biological molecules.
ESI-TOF mass spectrometers are useful
for: () identification, protein analysis and
functional complex analysis in proteomics
and protein function; (b) molecular identifi-
cation in metabolomics and drug metabo-
lite analysis; (c) combinatoriai chemistry
high-throughput screening, or HTS; and
(d) fast liquid chromatography mass spec-
trometry, or LC/MS, in drug discovery and
development.

FTMS systems utilize high-field supercon-
ducting magnets to offer the highest reso-
Iution, selectivity, and accuracy currently
achievable in mass spectrometry. Our
systems based on this technology often
eliminate the need for time-consuming
separation technigues in complex mixture
analyses. In addition, our systems can
fragment molecular ions to perform exact
mass analysis on all fragments to deter-
mine molecular structure. FTMS systems
are useful for: (a) the study of structure
and function of biomolecules including
proteins, DNA and natural products;
(b) complex mixture analysis including
combinatorial libraries; (¢) high-throughput
proteomics and metabolomics; and (d) high-
throughput drug screening. i)

QT” /"\mn,,,

ITMS systems collect all ions S|mu!tane-
ously which improves sensitivity relative to
older quadrupole mass spectrometers. lon
trap mass spectrometers are useful for:
(a) sequencing and identification based
on structural analysis; (b) quantitative
liquid chromatography mass spectrometry;
(c) identification of combinatorial libraries;
and (d) generally enhancing the speed
and efficiency of the drug discovery and
development process.

Our Solution package offerings mcludev'

two major system solutions: ClinProt and
PROTEINEER. ClinProt provides a set of
tools for the preparation, measurement
and visualization of protein biomarkers for
clinical proteomics. This system includes key
technology based on functionalized magnetic
beads, robotics, AnchorChips, MALDI-TOF
(end TOF/TOF), and a unique software suite
called ClinProTools. PROTEINEER integrates
our mass spectrometers with robotics and
biginformatics to deliver maximum productiv-
ity in high-throughput proteomics, including
spot picking from 2-D gels into 96 and 384
micro well plates, automated digestion of
proteins by 2-D gels, sample preparation
for mass spectrometric analysis, and data
interpretation; and ProteinScape organizes
all relevant data for larger proteomics
projects—including gel data, mass spectra,
process parameters, and search results.

¢



Bruker Daltonics Substance and Pathogen Detection Business
APPLICATIONS: NUCLEAR, BIOLOGICAL, AND CHEMICAL SUBSTANCE DETECTION AND PATHOGEN IDENTIFICATION

Nuclear, Biological, and Chemical detection
and pathogen identification markets continue
to grow worldwide in both the defense and
civilian areas. We have long been recognized
as and continue to be a global leader in this
sector. Bruker Daitonics designs and manu-
factures a complete range of sensitive instru-
ments for the detection of radiation, pathogenic
species, and hazardous chemicals, including
chemical warfare agents. Field-hardened
systems make use of many of the same
advanced mass spectrometry technologies as
our life sciences instruments.

Bruker Daltonics is the only manufacturer to
offer such a complete range of chemical, bio-
logical and nuclear detection equipment.
Customers benefit from our over 20 years of
development, engineering and manufacturing
of sensitive, easy-to-use and military hard-
ened analytical systems. Our NBC product line
is based on a broad array of technologies,
including Mass Spectrometry (MS), lon Mobility
Spectrometry (IMS), Fourier Transform Infrared
Spectroscopy (FTIR) and others.

Our complete product line of military-hardened,
flexible and reliable NBC detectors includes
the radiation meter SVG2, the APSIS for iden-
tification of biological warfare agents (BWA),
the CBMS mass spectrometer for classification
of biological agents, the mobile mass spec-
trometers MM1 and EM640 for Chemical

Warfare Agent detection (CWA) and fast on-site
detection of hazardous compounds from air,
soil, and liquids, stationary, plus handheld
RAID (Rapid Alarm Identification Device) ion
mobility spectrometers, along with our stand-off
FTIR systems for detection of CWA and Toxic
Industrial Chemicals (TICs). Customers include
fire departments such as the Mannheim Fire
Department, for example.

Our Viking 573 is a portable gas chromatogra-
phy mass spectrometer for law enforcement,
and the impressive OPAG 22 is our remote
sensor for atmospheric pollutants. Regarding
the environment, our products are ideal for the
fast and simple on-site assessment of chemical
catastrophes and accidents, as well as other
environmental problems involving organic
chemicals.
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The new NanoSTAR is ideal for nanostructure analysis and nanomapping.
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Advanced X-ray Solutions, a Leading Provider of High-Throughput Discovery Tools
for Structural Proteomics and Advanced Materials Research

The Bruker AXS operating
company provides innovative
tools based on X-ray technology,
addressing the structural proteomics

marketplace, and the advanced 3

— =
materials research markg;%laee}[\ ’
; N4

Bruker AXS c1ea%és\gréat synergy
with Bruker Daltoplcs in fields
“such _as drug: mi}gand develop-

\ )}{mcludma drug metabohsm

“and tox\fc}elo research

Our automated solutions, based on X-ray
technology, address the key needs of our
customers in the discovery of new drugs,
drug targets and advanced materials, as
well as in industrial QA/QC applications.
Our customers include biotechnology and
pharmaceutical companies, semiconductor
industries, chemical companies, raw mate-
rial manufacturers, academic and govemn-
ment research institutions and many other
businesses involved in materials research
and analysis.

We are providing complete solutions based
on our advanced X-ray technologies with
a strong emphasis on sensitivity, high-
throughput, speed, cost-effectiveness,
ease of use and reliable operation. Our offer-
ings include scientific applications and
technical support before, during and after
mstallatmn for the entire lifetime of our
products Our global sales and support infra-
structung Has been built to ensure local
a~s§\stané‘e'énd technical competence.

We are striving to continuously improve the
performance and quality of our offerings in
order to maximize the return on investment
for our customers. Our hardware and soft-
ware are based on a global component
platform strategy with an open architecture,
enabling us to quickly respond to changing
appli/cat\ions such as nanostructure analy-
sis or.to the need to integrate our solutions
into/our customers’ workflows. Bruker AXS
f sbilitions serve the following markets:

‘D{’\FE SCIENCE AND PHARMA
X- ray crystallography is a premier technology
to'derive unambiguous 3-D structures, e.g.,

‘; ; ./'}f‘i proteins and protein-drug complexes. The
\\ - . N T ,// \\ detailed understanding of these structures
- /\:: —~ \»/g”}wﬂ*/,} L/ enables scientists in the drug discovery
~ ) \,\\}\ /f_—\\ o ) process to better understand the function of
- A i / / T certain proteins and is a key to increase the
- i = ~ o ‘
~ wz\\\'{, e efflcwerl(iy of structure-based drug design.
- Y\Jf‘\ . In 2003’ we launched several new products
{ / ”\ N fogusing on improvement in speed and
i \’\’ oo ,X\ /{':.,\,/J\\ '
/h.\ \x:\_f'f ;{\’f /< :\\\Lz
N e = TN 9
Vil SN
Vo
o o SN \\ ~

sensitivity, as well as integration and
automation. Our strategic alliance with
Discovery Partners International and the
launch of the BruNo robotic systems allow
us to offer a complete solution including
protein crystal growth, optimization of
crystal growth conditions, imaging and
selection of the best crystals, and robotic
cryo-handling and screening, as well as
complete structure solutions. Controlled by
our PROTEUM software suite and embed-
ded into the recently launched RIMS soft-
ware tool, it will facilitate our customers’
work and information in drug discovery
applications.

ADVANCED MATERIALS RESEARCH

The underlying technique of X-ray diffrac-
tion provides material scientists with the
necessary information to design and
develop advanced materials and also vali-
date the composition of applied materials.

The broad and growing bandwidth of X-ray
diffraction applications in advanced materi-
als research provides an excellent opportu-
nity to grow our business in this market
segment. We have focused our product
and application development efforts to
address new markets or applications with
an increased demand for sensitivity and
speed. As a result of combining our global
R&D expertise in the US, Japan and
Germany, we have launched a complete
new line of X-ray Diffraction solutions dur-
ing 2003, called “Super Speed Solutions.”
Based on new high-power X-ray source
technology and highly-sensitive detection
systems, we expanded the application
reach and analysis speed and sensitivity.
Our new Turbo X-ray Source, combined with
our new VANTEC-1 or the HI-STAR detector,
offers up to 3 orders of magnitude in speed
in certain applications when compared with
standard diffraction systems. In addition,




|
The new Bruker BioSciences organization provides significant Bruker AXS maintains technical competen-
cies in core X-ray technologies and capabil-

operational benefits such as complementary technology platforms ities including (a) detectors used to sense
‘ X-ray diffraction patterns, (b) x-ray sources

for proteomics, with increased cross-selling opportunities and and optics that generate and focus the
: x-rays, (c) robotics and sample handling

brand leverage. The merger is generating significant cost savings equipment which holds and manipulates
| A

. .. . . L the experimental material, and (d) software
and margin improvements while enhancing productivity in global  that generates the structural data and

L. . analysis results. Recent projects included
distribution and support. refining next generation high brilliancy
optics and X-ray-microsources, developing
| new x-ray sources for x-ray diffraction and
protein crystallography applications, creating
we launched our new NanoSTAR which & high sensitivity area detector system, and
addresses the need for nanostructure analy- developing other solution-based technolo-
sis and nanomapping in new materials  gies and software application solutions.
discovery and design. Finally, our increased
focus on method and software development
for routine X-ray diffraction applications in
raw materials industries now allows us to
penetrate the industrial QA/QC market.
Our TOPAS software solution is becoming
the standard analysis tool for industrial
cement analysis.

ELEMENTAL AND PROCESS ANALYSIS

X-ray Fluorescence, a well accepted non-
destructive technology for accurate and
reproducible elemental analysis in industries
and service laboratories, was the growth
engine in 2003. In addition to the continu-
ous investment in our global distribution
| and support organization, we have focused
i our efforts on developing tools for our
: existing S4 and S2 product line to facilitate
the use of this technology in industrial
P EEEO & environments. In response to our customer
requirements, we have built solutions

;: el A which are ready-to-go after installation
promn | vm o without major calibration efforts. Special
el b attention has been given to ease-of-use,
B v 3 remote support and high solutions uptime.

In addition, we have combined our S4 X-ray
Fluorescence spectrometers with our D4
X-ray diffractometers to provide complete
analysis solutions for our customers in the
cement industry.

10






Bruker BioSciences solutions are used in demanding high-throughput and high-speed applications in the industrial
and academic world. Highest performance and reliable operation with a high uptime is a major request from our
customers. We have built a strong worldwide applications and technical support infrastructure to support our cus-
tomers in their day-to-day work.

At Bruker AXS we generate revenues from sales of service, consumables and related products. We belleve our high-
[CE gives Us g compeutve advaniage by enhancing i Jruker AXS b
proer—the _.,m.mm_-mmmr(rm_ﬁ_mri_iﬂimr'ﬂmﬂlﬁﬂmmmm- Men Ulo‘miﬁummmﬁ-_

EEstoiers throush Service and | I'O‘m‘im:‘ llF-llliMﬂMlmmnmmm_

iees. enngnced X-ray OpUCcS and Soiware packas Wm esS, Finally, we provide system upgrades 10 cusiomers |

prevees tmoroved CrySigllizauon of IMALD [
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MANAGEM\ENT AND BOARD OF DIRECTORS
Our experie\ﬁded global management team has in-depth industry knowledge that allows us to effectively anticipate and meet the
needs of our customers. Our management team provides the organization with the leadership and vision necessary to execute
our business strategy. Our goal is to provide clear, consistent, communication and feedback throughout the company to create

5

Bruker BioSciences Corporation
Management

Frank H. Laukien, Ph.D.
Chairman, President and Chief Executive Officer

Dr. Martin Haase
Vice Chairman and Senior Vice President

lLaura Francis, CPA
Chief Financial Officer and Treasurer

John Hulburt, CPA
Director of Audit and SEC Compliance

Michael Willett, CPA
Director of Investor Relations and Public Relations

Richard Stein
Secretary

Bruker BioSciences Corporation Directors
Frank H. Laukien, Ph.D.

Chairman, President and Chief Executive Officer,
Bruker BioSciences Corporaticn

Dr. Martin Haase
Vice Chairman and Senior Vice President,
Bruker BioSciences Corporation

M. Christopher Canavan, Jr.
Financial Consultant,
formerly of PricewaterhouseCoopers

Taylor J. Crouch
President and Chief Operating Officer,
Discovery Partners International

Collin J. D'Silva
President and Chief Executive Officer,
Transgenomic, Inc.

Daniel S. Dross
Partner, Trinity Partners

Richard D. Kniss

formerly with Agilent Technologies

William A. Linton
Chairman and Chief Executive Officer,
Promega Corporation

Richard M. Stein
Partner, Nixon Peabody LLP

Bernhard Wangler

Partner, Kanzlei Wangler

Bruker AXS Management

Dr. Martin Haase
President and Chief Executive Officer
Bruker AXS Inc.

Dr. Frank Burgazy
Product Line Manager,
Materials Research Systems
Managing Director

Bruker AXS GmbH

Roger Durst, Ph.D.

Chief Technology Officer and Vice
President of Research and Development
Bruker AXS Inc.

Laura Francis, CPA
Chief Financial Officer and Treasurer
Bruker AXS Inc.

Rolf Hofmann
Director Sales and Customer Support
Bruker AXS GmbH

Dr. Eric Hovestreydt
Managing Director
Bruker Nonius BV

Bernard Kolodziej

Chief Financial Officer, Europe
Managing Director

Bruker AXS GmbH

Dr. Jeremy Lea

Product Line Manager, Elemental
and Process Analysis Systems
Managing Director

Bruker AXS Ltd.

Steve Pomerantz
Vice President of Marketing and Sales
Bruker AXS Inc.

Sadeo Ueki
President
Bruker AXS K.K.

Kline Wilkins

Senior Vice President of Global Operations

Bruker AXS Inc.
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a culture that fosters motivation, innovation, employee empowerment, and customer focus.

Bruker Daltonics Management
Frank H. Laukien, Ph.D.

Chairman, President
and Chief Executive Officer
Bruker Daltonics Inc.

Hans-Jakob Baum
Managing Director
Bruker Daitonik GmbH

Dr. Jochen Franzen
Managing Director
Bruker Daltonik GmbH

Dr. Ulrich Gigssmann
Vice President
Bruker Daltonics Inc.

John Hulburt, CPA
Chief Financial Officer and Treasurer
Bruker Daltonics Inc.

Dr. Dieter Koch
Managing Director
Bruker Daltonik GmbH

Gary Kruppa, Ph.D.
Vice President for Western Operations
Bruker Daltonics Inc.

Dr. Michael Schubert

Vice President for Research and Development
Bruker Daltonics Inc.

Managing Director

Bruker Daltonik GmbH

Clive Seymour
Vice President for Asia-Pacific
Bruker Daltonics Inc.

Paul Speir, Ph.D.
Assistant Vice President
Bruker Daltonics Inc.

Seiichiro Tsurumaki
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Our Employees

Our Employees Are Our Key Assets

We provide a work environment that motivates
our employees {0 generate innovative ideas and
then turn those ideas into customer-oriented
solutions. Strong external and internal commu-
nication, sharing of company-wide knowledge,
teamwork, mutual respect and continuous
training are key elements of our human
resource strategy. We are constantly adapting
our organization to the needs of the scientific
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marketplace in @ manner that maximizes the
talents of our staff. We are a non-hierarchical
organization that encourages our employees
to take responsibility for their projects and
motivates them to succeed. This structure
allows our employees to better understand our
business strategy and helps them to make
sound business decisions every day. We pro-
mote entrepreneurial thinking and disciplined
risk-taking throughout the company.

When we provide our employees with these
opportunities to grow, we create a perform-
ance culture with a climate of innovation and
an attitude of success. Our “Customer First”
philosophy and open communication ensure
that every employee maintains a positive
focus on our customers. We recoghize that
this positive attitude then contributes to the
success of our customers.
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Phata Courtesy Pittsburgh Conference Today News

MASTERS OF INNOVATION: MORE NOVEL PRODUCTS INTRODUCED

During 2003 and early 2004, the Bruker BioSciences operating companies have again introduced numerous innovative
tools for life sciences and material research, further enhancing our technology leadership:

Enabling Life Science Tools Based on Mass Spectrometry
Autoflexll MALDI-TOF and Autoflex TOF/TOF for high-success proteomics
Novel APEX®-Qe 7 Tesla Q-g-FTMS with unique integrated Top { Pro™ for top-down proteomics

Novel high end ClinProt solution for biomarker discovery & clinical proteomics

Advanced ion traps: the HCT, the advanced quadrupole ion trap product line: HCT Plus, Esquire 4000 and Esquire 6000
Doubling of ESI-Q-g-TOF performance

MicroTOF benchtop ESI-TOF with unique focus option, giving superior 15k resolution
High-performance microflex™ bench-top MALDI-TOF for proteomics applications
Proteomics Research Information Management System, Proteomics RIMS
Metabolic Profiler™, a powerful tool for biomarker discovery & drug development
MassARRAY compact system to address a much larger genotyping market

After evaluating our innovative mass spectrometry introductions, the Frost & Sullivan industry analysts again this year
presented a scientific award to Bruker Daltonics, this time the award for product innovation in mass spectrometry.

Discovery Tools for Mclecular Structure Determination

MICROSTAR microfocus rotating anode X-ray generator for structural biology
APEX Il 4K CCD Dejtector for molecular structure determination

High throughput biological crystallography tools for structural genomics

Enabling Tools for Advanced Materials Research

Nanostar, a small angle X-ray scattering system: nanostructure analysis

Super Speed Solutions™ for materials research and nanostructure applications
D8 FOCUS, our new entry-level system for powder diffraction applications
Standard-less EQUA ALL™ solution for energy dispersive x-ray fluorescence
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% Selected Financial Data

On July 1, 2003, we merged with Bruker AXS, a company
under common control, and we were the surviving corporation
in that merger. We then formed two operating subsidiaries,
Bruker Daltonics and Bruker AXS, into which we transferred
substantially all of the assets and liabilities, except cash, which
formerly belonged to us and Bruker AXS. See Note 5 to the
audited financial statements included elsewhere in this report.
The consolidated statement of operations data for each of the
years ended December 31, 2001, 2002 and 2003 and the
consolidated balance sheet data as of December 31, 2003
and 2002 set forth below has been derived from our
audited financial statements included elsewhere in this report
and reflect the consolidation of the historical financial
results of us and Bruker AXS. The statement of operations
data for the year ended December 31, 2000 has been
derived by combining amounts from Bruker Daltonics’ and
Bruker AXS' histofical audited financial statements included
in each company's Annual Report on Form 10-K for the fiscal
year ended December 31, 2002. The statement of operations
data for the year ended December 31, 1999 has been
derived by combining amounts from Bruker Daltonics’ histori-
cal audited financial statements included in the company’s
Annual Report on Form 10-K for the fiscal year ended

December 31, 2001 and Bruker AXS’ unaudited financial
statements for the year ended December 31, 1999. Through
and including September 30, 1999, Bruker AXS’ fiscal year
ended on September 30, 1999, Bruker AXS' fiscal year
ended on September 30. The unaudited financial statements
for Bruker AXS for the twelve-month period ended December
31, 1999 were derived by adding the audited financial state-
ments for the three-month period ending December 31,
1999 and the audited twelve-month financial statements
ending September 30, 1999, including in the company’s
Annual Report on Form 10-K for the fiscal year ended
December 31, 2001, and subtracting the unaudited three-
month period ending December 31, 1998. Historical results
are not necessarily indicative of future results. The data pre-
sented below has been derived from financial statements that
have been prepared in accordance with accounting principles
generally accepted in the United States and should be read
in conjunction with the consolidated financial statements and
schedule, including the notes, incorporated by reference in
this prospectus, and “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” included
elsewhere in this report.

Year Ended December 31,

2003 2002 2001 2000 1299
(in thousands, except per share data)

Combined/Consolidated Statements

of Operations Data:
Product revenue $259,381 $220,440 $174,353 $142,877 $120,780
Other revenue 1,298 218 926 1,830 4,070
Net revenue 260,679 220,658 175,279 144,707 124,850
Total costs and operating expenses 270,360 215,012 173,905 141,870 121,067
Operating (loss) income {9,681) 5,646 1,374 2,837 3,783
(Loss) income before cumulative effect of change

in accounting principle, net of tax (17,554) (6,185) 2,687 2,795 1,439
Net (loss) income: available to common shareholders (17,554) (6,802) (3,338) 2,795 1,439
Net (loss) income per share available to

common shareholders 022 $ (009 $ (0.0 % 0.04 3 0.02
Shares used in computing net (loss)

income per share—basic 81,280 77,483 70,360 63,673 59,904
Shares used in computing net (loss)

income per share—diluted 81,280 77,483 70,360 64,353 59,904

In 2003, the Company recorded other special charges of $11.7 million in connection with the merger with Bruker AXS. In 2002,
the Company recorded a $10.9 million charge due to the write-down of investments in other companies.

As of December 31,

2003 2002 2001 2000 1999

Combined/Consolidated Balance Sheet Data:

Cash, cash equivalents and short-term investments $ 76,837 $ 99,562 $118918 $ 97,089 $ 4,825
Working capital 142,025 159,669 166,222 122,770 24,728
Total assets 351,031 342,153 301,164 226,354 107,278
Total debt 44,961 35,768 17,408 26,270 29,586
Other long-term liabilities 13,507 15,881 14,414 22,841 26,854
Total shareholders’ equity 202,426 185,398 181,053 126,242 12,541




EigMzurket for Registrant’s Common Equity,

Related Stockholder Matters and Issuer Purchases of Equity Securities

Our commen stock has been traded on the Nasdag National
Market® since August 4, 2000, the date that our common
stock was first offered to the public. Prior to that time, there
was no public market for our common stock. Prior to our
merger with Bruker AXS Inc., our common stock traded under
the symbol “BDAL.” Since the consummation of the merger
on July 1, 2003, our common stock has traded under the
symbol “BRKR.” The following table sets forth, for the period
indicated, the high and low sale prices for our common stock
as reported on the Nasdaq National Market.

High Low
First Quarter 2004 $ 6.76 $4.59
(through March 17)

High Low
First Quarter 2003 $ 5.10 $2.59
Second Quarter 2003 $ 5.69 $2.63
Third Quarter 2003 $ 6.77 $4.36
Fourth Quarter 2003 $ 5.55 $4.20

High Low
First Quarter 2002 $18.25 $8.63
Second Quarter 2002 $10.40 $3.93
Third Quarter 2002 $ 6.39 $2.95
Fourth Quarter 2002 $ 6.10 $4.25

As of March 12, 2004, there were approximately 79 holders
of record of our common stock. This number does not include
the individual beneficial owners of shares held in nominee
name or within clearinghouse positions of brokerage firms and
banks. The Nasdaq® official close price per share of our com-
mon stock on March 12, 2004, as reported by the Nasdaq
National Market, was $5.50.
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We have never declared or paid cash dividends on our capital
stock. We currently anticipate that we will retain all available
funds for use in our business and do not anticipate paying any
cash dividends in the foreseeable future. The terms of some
of our outstanding indebtedness prohibit us from paying cash
dividends.

On August 3, 2000, our registration statement on Form S-1
(No. 333-34820) was declared effective by the Securities and
Exchange Commission. Pursuant to the registration statement,
we offered and sold 9,200,000 shares of our common stock
at an initial public offering price of $13 per share, generating
gross offering proceeds of approximately $119.6 million. The
managing underwriters were UBS Warburg LLC, CIBC World
Markets and Thomas Weisel Partners LLC. In connection with
the offering, we incurred $8.4 million in underwriting discounts
and commissions, and approximately $1.5 million in other
related expenses. The net proceeds from the offering, after
deducting the foregoing expenses, were approximately $110.0
million. No payments or expenses were paid to directors, offi-
cers or affiliates of the Company or 10% owners of any class
of equity securities of the Company. We have used a portion of
the net proceeds of the offering to fund our continuing
research and development activities, for working capital pur-
poses, facility expansions and other general corporate pur-
poses. Additionally, we have used approximately $7.0 million
of the net proceeds to pay off a portion of our outstanding
bank debt, The balance is invested in a variety of interest-
bearing instruments including investment-grade corporate
bonds, commercial paper and money market accounts.




ggManagement’s Discussion and Analysis

of Financial Condition and Results of Operations

You should read the following discussion and analysis of our
financial condition and results of operations together with
“Selected Financial Data” and our financial statements and
schedules and related financial notes appearing elsewhere in
this report. This discussion and analysis contains forward-
looking statements that involve risks, uncertainties and
assumptions. Qur actual results may differ materially from
those anticipated. in these forward-looking statements as a
result of many factors, including, but not limited to, those set
forth under “Factors Affecting Qur Business, Operating
Resuits and Financial Condition” and eisewhere in this report.

OVERVIEW

BRUKER BIOSCIENCES

We are the parent company of Bruker Daltonics Inc. and
Bruker AXS inc. Bruker Daltonics is a leading developer and
provider of innovative life science tools based on mass spec-
trometry. Bruker AXS is a leading developer and provider of life
science and advanced materials research tools based on X-ray
technology. In July 2003, we merged with Bruker AXS Inc., a
company under common control, and we were the surviving
corporation in that merger.

As a result of the merger we believe we can enhance our
leading position as a tools provider in the proteomics market-
place. We are attempting to cross-sell our life-science mass
spectrometry and X-ray products in order to generate incre-
mental revenues. In addition, we are eliminating redundant
public company costs and we expect to reduce other costs
through streamlining our support functions. The merger also
allowed us to consolidate some of our global production sites
as we strive to improve our profitability. Our business strategy
includes focusing on innovative product and solution develop-
ment, while gradually expanding our global distribution and
customer support capability.

The merger also created potential challenges and risks for us.
Although affiliates, we and Bruker AXS have historically oper-
ated our businesses autonomously. We are currently working
o integrate select corporate functions and to facilitate com-
munication and cooperation. However, we are not attempting
to consolidate research and development, marketing and
sales, or production and service of the fwo operating compa-
nies, as we believe that this could be detrimental to both
operating companies. In addition, we cannot be certain that
we will be able to coordinate previously autonomous depart-
ments in accounting, finance, and administrative functions.
We must endeavor to expand and integrate certain informa-
tion and managerment systems. In addition, the integration
process itself could cause disruption in our business. If we are
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not successful in the integration process, we may not be able
to realize all of the cost savings and benefits that were
expected to result from the merger.

BRUKER DALTONICS

The performance of our Bruker Daltonics business is driven by
its product lines in life-science mass spectrometry and NBC
detection. In 2003, Bruker Daltonics continued to gain
momentum in life-science mass spectrometry, as many of our
earlier product introductions drove continued revenue and
market share growth. Our MALDI-TOF/TOF systems continued
to do well, as did our new high-capacity ion trap and our
unique hybrid Q-g-FTMS. We also experienced favorable cus-
tomer reception for our new benchtop ESI-TOF system, as
well as for our ClinProt™ solution for biomarker discovery and
clinical proteomics. We expect to continue our growth in life-
science mass spectrometry in 2004.

The positive trends in Bruker Daltonics’ sales in 2003 were
partially offset by soft sales in NBC detection systems. NBC
detection systems are heavily dependent upon large contracts
with government agencies. During 2002, Bruker Daltonics
recognized revenue on a large contract with the U.S. Army.
This contract was not replaced in 2003 with a similar-sized
contract and thus, NBC detection sales declined in 2003. We
did, however, see improvement in our NBC detection new
order booking during 2003 and expect improvement in NBC
detection in 2004.

BRUKER AXS

The performance of our Bruker AXS business is driven by its
product lines in SCD, XRD, XRF and thermal analyzers. Bruker
AXS experienced softness in X-ray system sales in 2003 pri-
marily due to softness in life science, or SCD sales. Increased
revenues for our elemental composition and thermal analyzer
systems, as well as aftermarket sales, partially offset the
decline in life science sales. In the second quarter of 2003,
we introduced the MICROSTAR high brilliancy X-ray source in
an effort to regain momentum in SCD.

Our core lines in XRD, or materials research, were relatively
flat in 2003. In order to regain growth in this market, we
introduced new D8 systems with integrated, high-power X-ray
source technology originated from the MAC Science acquisi-
tion. Combined with our new VANTEC-1™ X-ray detector tech-
nology, these new D8 Super Speed™ solutions provide higher
speed and sensitivity compared to other available products in
the market. We believe that these products will assist our
growth throughout 2004.



gnganagement’s Discussion and Analysis

of Financial Condition and Results of Operations

The following discussion of our financial condition and results
of operations should be read in conjunction with our consoli-
dated financial statements and schedules and the related
notes to those statements contained in this Annual Report.

Statements in this Management’s Discussion and Analysis of
Financial Condition and Results of Operations which express
that we “believe,” “anticipate,” “expect” or “plan to,” as well as
other statements which are not historical fact, are forward-
looking statements within the meaning of the Private
Securities Litigation Act of 1995 and involve known risks,
uncertainties and other factors which may cause the actual
results, performance or achievements of the Company to be
materially different from any future results, performance or
achievements expressed or implied by such forward-looking
statements. These factors include, but are not limited to,
those factors discussed in “Factors Affecting Our Business,
Operating Results and Financial Condition” set forth in this
Management’s Discussion and Analysis of Financial Condition
and Results of Operations and elsewhere in this report.

"o

Merger

On April 4, 2003, we entered into a definitive merger agree-
ment with Bruker AXS pursuant to which we acquired all of
the outstanding shares of Bruker AXS. The merger was
intended to form a leading tools supplier for life science and
materials research, with an emphasis on advancing pro-
teomics. The agreement was signed following the unanimous
approval of the Board of Directors of each company as well as
the unanimous recommendations of independent Special
Committees of both companies' boards.

On June 27, 2003, the merger was approved by our share-
holders and the sharehoiders of Bruker AXS, and on July 1,
2003, the merger was consummated. Upon consummation of
the merger, each outstanding share of common stock of
Bruker AXS was converted into the right to receive, at the elec-
tion of the holder, either 0.63 of a share of our common stock
or consideration intended to be of substantially equivalent
value, payable 75% in our common stock and 25% in cash.

In connection with the merger, we formed two operating sub-
sidiaries, Bruker Daltonics and Bruker AXS, into which we
transferred substantially all of the assets and liabilities,
except cash, which formerly belonged to us and Bruker AXS.
As a result of the merger, we have two reportable operating
segments: our subsidiaries Bruker Daltonics and Bruker AXS.
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The merger represents a business combination of companies
under common control due to the majority ownership of both
companies by five related individuals as an affiliated share-
holder group. As a result, the merger, as it relates to the
shares of Bruker AXS owned by these affiliated shareholders
(approximately 69%), was accounted for in a manner similar
to a pooling-of-interest, or at historical carrying value. The
acquisition of the shares of the non-affiliated shareholders
(approximately 31%) was accounted for using the purchase
method of accounting, or at fair value, in a manner similar to
the acquisition of a minority interest. Any excess purchase
price of the interest not under common control over the fair
value of the related net assets was accounted for as goodwill.

The fair value of the consideration paid for the acquisition of
the minority interest was $38.1 million, including cash of
$5.4 million, common stock valued at $28.5 million, stock
options with a value of $3.0 million and merger transaction
costs of $1.2 million. The value of the 9,66 million shares of
common stock issued to non-affiliated shareholders in con-
nection with the merger was determined using the closing
market price ($2.95) of Bruker Daltonics’ stock on the date
the terms of the merger were agreed to and announced. The
fair value of the stock options issued were determined using
the Black-Scholes option-pricing model.

The purchase price for the 31% minority interest acquired has
been allocated to the net assets acquired on a pro rata basis
in accordance with SFAS No. 141, “Business Combinations.”
Accordingly, intangible assets acquired were allocated as
follows: $1.5 million to existing technology and related
patents which have an estimated weighted-average useful life
of four years, $0.3 million to customer relationships which
have a weighted-average useful life of five years and $0.3
million to trade names which have a weighted-average useful
life of ten years.

In addition, $2.5 million of acquired intangible assets was
assigned to in-process research and development projects
(IPR&D) that were written off at the date of acquisition in
accordance with FASB Interpretation No. 4, “Applicability of
FASB Statement No. 2 to Business Combinations Accounted
for by the Purchase Method.” The write-off is included in other
special charges on the Consolidated Statements of Operations.
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The IPR&D projects included next generation high brilliancy
optics and microsources, new X-ray sources for X-ray diffrac-
tion and protein crystallography applications, high sensitivity
area detector systems and other solution-based technologies
and software application projects. At the time of acquisition,
these projects were at various stages of completion, ranging
from 40-85%. These projects were expected to be completed
during 2003 and 2004 at an estimated cost of $1.1 million.

The following table provides information regarding the current
status of IPR&D projects and actual costs incurred as of
December 31, 2003 (dollars in thousands):

Actual Costs

Estimated Incurred as of Estimated
Costto  December 31, Estimated Completion
iPR&D Project Complete 2003 Fair Value Date
X-ray sources  $ 166 $239 $ 390 Q42003
Optics and
microsources 111 — 261 Q1 2004
Detector systems 696 468 1,636 Q1 2004
Other 83 35 195 Q2 2004
Total $742 $2,482

$1,056

Although we believe these IPR&D projects, when completed,
will provide value, we determined there was an absence of
technology feasibility and alternative future use for this IPR&D
at the time of acquisition. The value assigned to the IPR&D
projects was determined using a discounted probable future
cash flow analysis. Financial assumptions used to estimate
the future cash flows were based on pricing, margins and
expense levels from those historically realized by Bruker
AXS. A discountirate of 45% was utilized to discount the net
cash flows generated from the acquired in-process research
and development. The estimates used in valuing the acquired
in-process research and development were based upon
assumptions believed to be reasonable but which are inher-
ently uncertain and unpredictable and, as a result, actual
results may differ from estimates.

There is minimal risk to us that these projects will not be com-
pleted in the timeframes noted above, as the most complex
aspects of the projects have already been completed. Since
each project will result in technologies that can be individually
integrated into our system platforms, we will have greater
fiexibility in bringing each projects technology to the market.
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In conjunction with the merger, we formulated a plan to
consolidate some of our production and exit certain activities
in our life science X-ray business. The production capacity
for the life science systems produced at the Bruker Nonius
facility in Delft, The Netherlands, has been outsourced or
absorbed within other facilities throughout the Company. As a
result of the restructuring activities, we recorded approxi-
mately $2.2 million in purchase accounting liabilities and
reserves. Approximately $1.5 million, or 69%, of the purchase
accounting liabilities and reserves were charged to other spe-
cial charges or cost of product revenue for inventory reserves
and the remaining $0.7 million, or 31%, was included in the
allocation of the purchase price as goodwill. The purchase
accounting liabilities and reserves included $0.8 million of
severance costs for approximately 19 employees, $1.0 mil-
lion as a reserve for inventory that will no longer be used in
production and $0.4 million of costs to upgrade X-ray systems
that will no longer be produced and other miscellaneous
restructuring costs. We anticipate that severance and other
payments payable in connection with the plan will be made
within the next 12 months.

Charges against the purchase accounting liabilities and
reserves recorded in connection with these activities were as
follows (in thousands):

Customer
Upgrades
Severance Inventory and Other  Total
Balance, July 1, 2003 $765 $1,023 $370 $2,158
Cash payment 41) — (171) (212)
Non-cash charges — (822) — (822)
Currency impact 78 23 10 111
Balance,.
December 31, 2003  $802 $ 224 %209 $1,235

In addition, we wrote-off the remaining balance of goodwill of
$1.5 million and trade names and trademarks of $0.2 million
associated with the Bruker Nonius entity because we do not
believe that the future cash flows of the remaining Bruker
Nonius business or its implied fair value exceeds the carrying
amount of goodwill. Approximately $1.2 million, or 69%, of
the write-off of goodwill and trade names and trademarks was
charged to other special charges and the remaining $0.5 mil-
lion, or 31%, was included in the allocation of the purchase
price as goodwill.
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Restructuring Charges

Our subsidiary, Bruker AXS, implemented a restructuring program during the year ending December 31, 2002 in order to reduce
costs and improve productivity by eliminating redundant positions, streamlining production and initiating cost reduction programs
in all operating areas. As a result, we recorded a restructuring charge of approximately $1,767,000 ($1,043,000, net of tax) in
the year ended December 31, 2002. In 2003, we recorded an additional restructuring charge of $122,000. This charge
included an increase in the workforce reduction accrual of $294,000 related to additional costs associated with the early retire-
ment program in Germany. This increase was offset by a reduction in the contractual obligations accrual of $172,000 due to the
fact that we renegotiated the penalties for terminating a contract for outsourced information technology services.

The i‘ollowing table summarizes the restructuring charge activity and the balance of the restructuring accruai as of December 31,

2003 (in thousands):

Workforce Production Contractual Engineering

Reduction Operations Obligations Inventory Total
Balance, December 31, 2001 — — -— — —
New charges $ 458 $ 699 $ 465 $ 145 $1,767
Cash payments 84) —_ (172) — (256)
Non-cash charges — (699) — (145) (844)
Currency impact 16 —— 20 . — 36
Balance, December 31, 2002 390 — 313 — 703
Cash payments (202) — (161) e (363)
Other 294 — (172) — 122
Currency impact 77 e 20 — a7
Balance, December 31, 2003 $ 559 $ — $ — $ — $ 559

Due to the impact of certain German regulatory requirements
applicable to the benefits for cur German employees, the
workforce reduction accrual will not be fully paid until 2008.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and
results of operations is based upon our financial statements,
which have been prepared in accordance with accounting
principles generally accepted in the United States of America.
The preparation of these financial statements requires that we
make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements
and reported amounts of revenues and expenses during the
reporting period. On an ongoing basis, we evaluate our esti-
mates, including those related to allowance for doubtful
accounts, inventories, long-lived assets, warranty costs, cus-
tomer advances, pension plan, revenue recognition, income
taxes, contingencies and restructuring. We base our esti-
mates on historical experience, current market and economic
conditions, and other assumptions that we believe are rea-
sonable. The results of these estimates form the basis for
judgments about the carrying value of assets and liabilities
where the values are not readily apparent from other sources.
Actual resuits could differ from these estimates.
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We believe the following critical accounting policies to be both
those most important to the portrayal of our financial condi-
tion and those that require the most subjective judgment.

> Allowance for doubtful accounts. We maintain allowances
for doubtful accounts for estimated losses resulting from
the inability of our customers to pay amounts due. If the
financial condition of our customers were to deteriorate,
reducing their ability to make payments, additional
allowances would be required, resulting in a decrease in
net income.

o Inventories. Inventories are stated at the lower of cost or
market, with cost determined by the first-in, first-out method.
We maintain an allowance for excess and obsolete inven-
tory to reflect the expected un-saleable or unrefundable
inventory based on an evaluation of slow moving products.
If ultimate usage or demand varies significantly from
expected usage or demand, additional write-downs may
be required, resulting in a decrease in net income.

> Goodwill, other intangible assets, investments in other
companies and other long-lived assets. We periodically
evaluate goodwill for impairment using market compara-
bles for similar businesses or forecasts of discounted
future cash flows. We also review other intangible assets,
investments in other companies and other long-lived
assets when indication of potential impairment exists, such
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as a significant reduction in cash flows associated with the
assets. Should the fair value of our long-lived assets
decline because of reduced operating performance, market
declines, or other indicators of impairment, charges for
impairment may be necessary, resulting in a decrease in
net income.

Warranty costs. We normally provide a one-year parts and
labor warranty with the purchase of equipment. The antici-
pated cost for this one-year warranty is accrued upon
recognition of the sale and is included as a current liability
on the accompanying balance sheets. To the extent we
experience increased warranty claim activity or increased
costs associated with servicing those claims, the warranty
accrual will increase, resulting in a decreased gross profit.

Revenue recognition. We recognize revenue from system
sales, including hardware with embedded software, when a
product is accepted by the customer. As such, revenue
recognition is dependent on the timing of shipment and is
subject to customer acceptance and readiness. If ship-
ments are not made on scheduled timelines or the prod-
ucts are not accepted by the customer, our reported
revenues may differ materially from expectations. When
products are sold through an independent distributor, a
strategic distribution partner or an unconsolidated affiliated
distributor which assumes responsibility for installation, we
recognize the system sale when the products are shipped
and title has transferred to the distributor. Our distributors
do not have price protection rights or rights to return; how-
ever, our products are warranted to be free from defect for
a period of one year. Revenue from accessories and parts
is recognized upon shipment and revenue from services
when performed.

Income taxes. We estimate the degree to which tax
assets and loss carryforwards will result in a benefit based
on expected profitability by tax jurisdiction, and provide a
valuation allowance for tax assets and loss carryforwards
that we believe will more likely than not go unused. If it
becomes more likely than not that a tax asset or loss
carryforward will be used, we reverse the related valua-
tion allowance. If our actual future taxable income by tax
jurisdiction vary from estimates, additional allowances or
reversals of reserves may be necessary.

Contingencies. We estimate losses on contingencies and
provide a reserve for these losses when the losses are
probable and estimable. Should the ultimate losses on
contingencies and litigation vary from estimates, adjust-
ments to thosel reserves may be required.

Restructuring. We record restructuring reserves for sever-
ance, inventory obsolescence, contractual obligations and
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other restructuring costs based on estimates of each of
these expenses. Should actual cash flows associated with
restructuring costs vary from estimated amounts, adjustments
may be required.

RESULTS OF OPERATIONS

The following tables set forth certain items and discussions
based on our results of operations for the three years ended
December 31, 2003 (dollars in thousands).

Year Ended December 31, 2003 Compared to
Year Ended December 31, 2002

NET REVENUE:

Percentage
2003 2002 Change Change
Bruker Daltonics $146,749 $116,368 $30,381 26.1%
Bruker AXS 113,930 104,290 9,640 9.2
Bruker
BioSciences $260,679 $220,658 $40,021 18.1%

Bruker Daltonics’ net revenue increased by $30.4 million, or
26.1%, in 2003 compared to 2002. Of this increase, approx-
imately $17.7 million, or 15.2%, resulted from currency fluc-
tuations. Organic growth of 10.9% is primarily due to an
increase in mass spectrometry system sales, particularly
within our ion trap and TOF product lines, and aftermarket
business of consumables and service contracts. We also
experienced an increase of $1.1 million in our grant revenue
which is the result of the timing of receipts from various proj-
ects for early-stage research and development projects
funded by grants from the German government. These
increases were partially offset by a decline in our NBC detec-
tion business. Life science systems revenue, NBC detection
systems revenue and aftermarket revenue as a percentage of
Bruker Daltonics’ product revenue were 72%, 9% and 19%,
respectively, in 2003 compared to 70%, 15% and 15%,
respectively, in 2002.

Bruker AXS' net revenue increased by $9.6 million, or 9.2%,
in 2003 compared to 2002. Of this increase, approximately
$12.9 million, or 12.3%, resulted from currency fluctuations.
Excluding currency effects, Bruker AXS' net revenue declined
3.1%. The decline in net revenue excluding currency effects
was driven by a decline in SCD system sales. This decline was
partially offset by increases in XRF system, thermal analyzer
and aftermarket revenues. Aftermarket revenues consist of
extended warranties and service agreements, replacement
parts, accessories, software packages, upgrades, repair calls,
support services and training. Analytical X-ray and other sys-
tems and aftermarket sales as a percentage of Bruker AXS’
product revenue were 70% and 30%, respectively, in 2003
compared to 76% and 24%, respectively in 2002.




g“81\/I;1nagement’s Discussion and Analysis

of Financial Condition and Results of Operations

COST OF PRODUCT REVENUE:

Percentage Percentage
of Product of Product Percentage
2003 Revenue 2002 Revenue Change Change
Bruker Daltonics $ 76,079 52.3% $ 55,872 48.1% $20,207 36.2%
Bruker AXS 68,755 60.3 63,114 60.5 5,641 8.9
Bruker BioSciences $144,834 55.6% $118,986 54.0% $25,848 21.7%

Bruker Daltonics’ cost of product revenue increased by $20.2 million, or 36.2%, in 2003 compared to 2002. Of this increase,
approximately 22.1% is attributable to foreign currency exchange rates. The increase also is driven in part by increased sales.
The increase is also attributable to an unprofitable contract with the U.K. Ministry of Defense (“MOD"), which resulted in prod-
uct revenue of $2.9 million and cost of product revenue of $2.8 million, or a 0.9% increase in cost of product revenues. The
remainder of the increase is due to the change in the mix of sales to third party customers and distributors.

Bruker AXS’ cost of product revenue increased by $5.6 million, or 8.9%, in 2003 compared to 2002, Of this increase, approx-
imately 11.9% is attributable to foreign currency exchange rates. The net decrease of 3% is partially due to lower sales. Also
reducing the cost of product revenues were lower installation and warranty costs and sales to lower cost distributors, as well as
improved productivity related to our aftermarket sales. Offsetting in part cost of product revenue improvements during 2003
was a write-off of $1.0 million of inventory resulting from the restructuring of the X-ray life science business. Cost of product
revenues as a percentage of product revenues also increased for our X-ray life science systems due to overcapacity in our pro-
duction operations.

SALES AND MARKETING:

Percentage Percentage
of Product of Product Percentage
2003 Revenue 2002 Revenue Change Change
Bruker Daltonics $32,747 22.5% $26,806 23.1% $ 5,041 22.2%
Bruker AXS - 27,673 243 21,340 20.5 6,333 20.7
Bruker BioSciences $60,420 23.2% $48,146 21.8% $12,274 25.5%

Bruker Daltonics’ sales and marketing expense increased by $5.9 million, or 22.2%, in 2003 compared to 2002. This increase
is primarily due to unfavorable currency effects that resulted in approximately 12.4% of the 22.2% increase. The remainder of
the increase is attributable to costs incurred on commissions from higher sales, an increase in headcount and increase in amor-
tization expense related to our demonstration inventory.

Bruker AXS’ sales and marketing expense increased by $6.3 million, or 29.7%, in 2003 compared to 2002. This increase is
primarily due to unfavorable currency effects that resulted in approximately 14.7% of the 29.7% increase. The increase is also
attributable to increased amortization expense related to our additional demonstration inventory and higher commissions to
distributors and other representatives due to increased sales through these channels.

GENERAL AND ADMINISTRATIVE:

Percentage Percentage
of Product of Product Percentage
2003 Revenue 2002 Revenue Change Change
Bruker Dattonics $ 8,121 5.6% $ 7,009 6.0% $1,112 15.9%
Bruker AXS 8,803 7.7 8,265 7.9 538 6.5
Corporate 411 — — — 411 100.0
Bruker BioSciences $17,335 6.7% $15,274 6.9% $2,061 13.5%

Bruker Daltonics’ general and administrative expense increased by $1.1 million, or 15.9%, in 2003 compared to 2002. This
increase is primarily due to currency effects that resulted in 10.2% of the 15.9% increase. The remainder of the increase is due
primarily to additional overhead costs for the two new facilities in the U.S. and Germany that were completed at the end of 2002.
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Bruker AXS’ general and administrative expense increased by $539,000, or 6.5%, in 2003 compared to 2002. This increase is
primarily due to currency effects that resulted in 13.1% of the 6.5% increase. The increase also is attributable to increased
amortization expense for acquired intangible assets. These increases were offset in part by the elimination of public company
costs in the second half of the year as a result of our July 1, 2003 merger.

Bruker BioSciences corporate charges were $411,000 and related to public company costs such as legal fees, audit fees and
directors and officers insurance for the second half of the year.

RESEARCH AND DEVELOPMENT:

Percentage Percentage
of Product of Product Percentage
2003 Revenue 2002 Revenue Change Change
Bruker Daltonics $26,267 18.1% $20,734 17.9% $5,533 26.7%
Bruker AXS 11,759 10.3 9,903 9.5 1,856 18.7
Bruker BioSciences $38,026 14.6% $30,637 13.9% $7,389 24.1%

Bruker Daltonics’ research and development expense increased
$5.5 million, or 26.7%, in 2003 compared to 2002. This
increase is attributable primarily to increased investment in
research and development which we expect to result in new
product introductions in 2004 and 2005. A large research
and development project that is being funded in part by a
research and development grant in Germany also contributed
to the increase. Bruker Daltonics receives income of 50% on
the actual expenses incurred on behalf of this grant that is
recorded in other revenue in the Consolidated Statement of
Operations. The grant is expected to continue into 2004,
Netting the grant revenue received in 2003 against total
research and development expense for the year, Bruker
Daltonics’ research and development expense as a percent of
product revenue would have been 17.2%. The remainder of
the change is due to currency effects resulting in approxi-
mately 16.5% of the 26.7% increase.

Bruker AXS' research and development expense increased
$1.9 million, or 18.7%, in 2003 compared to 2002. This
increase relates to currency effects that resulted in approxi-
mately 11.8% of the 18.7% increase. Additionally, there was
an increase in licensing fees paid to a third-party software
developer. This increase was offset in part by a reduction in
headcount and the timing of the purchasing of materials.

We project and track our research and development expendi-
tures by project only on a selective basis. For example, we
identified research and development expenditures for IPR&D.
As such, we are not able to estimate the expenditure require-
ments to complete our research and development projects
currently in process. We do expect that future research and
development expenditures will be consistent with historical
levels of research and development expenditures.
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Reversal of Liability Accrual. Bruker BioSciences reversed a
liability accrual of $1.9 million in the year ended December 31,
2003. During the third quarter of 2001, Bruker Daltonics had a
reserve of $1.7 million for liquidated damages pursuant
to a contract with the U.K. Ministry of Defense (“MOD"). We
disputed the applicability of liquidated damages and believed
that we were owed additional development funding by the
MOD. During the fiscal year ended December 31, 2003, our
Swiss and German subsidiaries delivered product which met the
specifications of the contract, As such, we have an understand-
ing with the MQD such that it will not pursue any further claims
for liquidated damages, other than those previously paid, pur-
suant to the contract and that we will not pursue our claims for
the recovery of additional research and development expenses
incurred in connection with the contract. Therefore, the reserve
of $1.9 million for liquidated damages was reversed during the
second quarter of 2003.

Other Special Charges. Other special charges for the year
ended December 31, 2003 were $11.7 million compared to
$2.0 million in 2002. During the fiscal year ended December
31, 2003, we incurred $11.7 million of merger related
charges, including cash charges for merger transaction costs
of $6.4 million and cash restructuring charges of $0.92 million
incurred in conjunction with the consolidation of manufacturing
sites. The 2003 merger related costs also included the non-
cash charges for write-off of acquired in-process research and
development of $2.5 million, goodwill and other intangibles
write-off of $1.2 million and impairment charges of $0.7 mil-
lion related to acquired assets. Bruker Daltonics incurred $2.9
million of other special charges mainly for merger transaction
costs. Bruker AXS incurred $8.8 million for the remaining spe-
cial charges in connection with the merger.
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interest and Other Income (Expense), Net. Interest and
other income (expense) for the year ended December 31,
2003 was $1.0 million, compared to $(2.3) million in 2002,
The difference relates primarily to a $(10.9) million charge
we incurred during 2002 relating to the write-down of our
investments in certain proteomics content companies. In addi-
tion, part of the increase is due to appreciation on the fair
value of derivative financial instruments. These increases were
offset in part by lower interest income, which has declined as
a result of the lower interest earned on our cash and short-
term investments during 2003, lower gains on foreign currency
transactions and a loss on disposal of equipment.

Minority Interest in Consoclidated Subsidiaries. Minority
interest in consolidated subsidiaries for the year ended
December 31, 2003 was $(853,000) compared to $(212,000)
in 2002. The minority interest in subsidiaries represents the
minority shareholders’ proportionate share of net income
(loss) for the fiscal year ended December 31, 2003 and
2002. For the twelve months ended December 31, 2003
and 2002, the minority interest relates primarily to the pro-
portionate share of net loss for minority shareholders of 31%
of Bruker AXS Ing. for the first six months of 2003 and for the
year 2002, as well as 25% of Baltic Scientific since our
acquisition in April 2003 and 49% of InCoatec GmbH since
our acquisition in February 2002.

Provision for Income Taxes. The provision for income taxes
for the year ended December 31, 2003 was $9.7 million,
compared to $2.8 million in 2002. The effective tax rate was
112% for the year ended December 31, 2003, compared to
77% for 2002. The income tax provision is determined by
applying an estimated effective tax rate to income before
income taxes. The estimated effective income tax rate is
based on the Company’s pretax income, permanent book/tax
differences and tax credits. The significant variation from the
customary effective tax rate of approximately 38% is due to
the valuation allowance of $9.6 million recorded against
deferred tax assets. A full valuation allowance was recorded
against the deferred tax assets in the U.S. due to cumulative
losses incurred in the U.S. in recent years. In addition, we did
not record a tax bhenefit on $6.4 million of merger related
charges including acquired research and development,
merger transaction costs, restructuring charges, write-off of
goodwill and other intangible assets, and the impairment of
acquired assets for 2003.

Cumulative Effect of Change in Accounting Principle. We
adopted SFAS No. 142, “Goodwill and Other Intangible
Assets,” in the first quarter of fiscal 2002. Under the transi-
tional provisions of SFAS No. 142, we tested goodwill and
intangible assets with indefinite usefu! lives for impairment as
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of January 1, 2002 pursuant to the method prescribed by
SFAS No. 142. We completed the transitional impairment
tests in the third quarter of 2002, which resulted in recording
an impairment loss of $1.0 million ($0.6 million, net of tax).
In accordance with the transitional provisions of SFAS No. 142,
the impairment loss was recorded in the first quarter of 2002
as a cumulative effect of change in accounting principle. The
goodwill impairment loss related to our Bruker Nonius reporting
unit of Bruker AXS, which was acquired in April 2001. Changes
in the market and economic conditions since the date of acqui-
sition resulted in an impairment to the goodwill allocated to
Bruker Nonius.

Year Ended December 31, 2002 Compared to
Year Ended December 31, 2001

NET REVENUE:

Percentage
2002 2001 Change Change
Bruker Daltonics $116,368 $ 92,691 $23,677 25.5%
Bruker AXS 104,290 82,588 21,702 26.3
Bruker
BioSciences $220,658 $175,279 $45,379 25.9%

Bruker Daltonics' net revenue increased by $23.7 million, or
25.5%, in 2002 compared to 2001. Of this increase,
approximately $4.6 million, or 5.0%, resulted from currency
fluctuations. The increase in total product revenue is related
to continuing growth of all our life science product lines.
During 2002, we also saw significant growth in our NBC
detection system sales due to a large CBMS contract, in
excess of $10.0 million, for the U.S. Army. Life science sys-
tems revenue, NBC detection systems revenue and aftermar-
ket revenue as a percentage of product revenue were 70%,
15% and 15%, respectively, in 2002 as compared to 74%,
10% and 16%, respectively, in 2001.

Bruker AXS' net revenue increased by $21.7 million, or
26.3%, in 2002 compared to 2001. Of this increase, approxi-
mately $8.3 million related to our X-ray diffraction systems;
specifically, the market’s acceptance of the D8 DISCOVER CC
and D4 ENDEAVOR accompanied by strong sales of our
existing D8 ADVANCE. In addition, the S4 PIONEER, an X-ray
fluorescence system, was introduced in the fourth quarter of
2001 and resulted in an increase in sales of $4.7 million.
Approximately $4.7 million of the increase in sales related to
our acquisition of MAC Science. The remainder of the increase
was due primarily to a $3.2 million increase in aftermarket and
other sales. Aftermarket and other sales consist of extended
warranty and service agreements, replacement parts, acces-
sories, software packages, upgrades, repair calls, support
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services and training. Currency fluctuations on net sales for the fiscal year ended December 31, 2002 had a favorable impact
of $3.4 million, or 4.1%, on our revenues. Analytical X-ray and other systems and aftermarket sales as a percentage of product
revenue were 76% and 24%, respectively, in 2002 compared to 73% and 27%, respectively, in 2001.

COST OF PRODUCT REVENUE:

Percentage Percentage
of Product of Product Percentage
2002 Revenue 2001 Revenue Change Change
Bruker Daltonics $ 55,872 48.1% $43,588 47.5% $12,284 28.2%
Bruker AXS 63,114 60.5 51,063 61.8 12,051 23.6
Bruker BioSciences $118,986 54.0% $94,651 54.3% $24,335 25.7%

Bruker Daltonics’ cost of product revenue increased by $12.3 million, or 28.2%, in 2002 compared to 2001. This increase is
attributable to the increase of our inventory reserve by approximately $700,000. The increase in the reserve mainly related to
items within our stower growth product lines, including the NBC detection business. Excluding this charge, our 2002 cost of
product revenue would have been approximately 47.5%.

Bruker AXS’ cost of product revenue increased by $12.1 million, or 23.6%, in 2002 compared to 2001. This increase was due
to the overall growth in system sales. In addition, approximately $2.8 million of this increase was due to the acquisition of MAC
Science. Further, currency fluctuations increased our cost of sales by approximately $2.1 million as compared to the prior year.
The gross margin on sales was 39.5% in 2002 compared 10 38.2% in 2001. The improvement in gross margin was driven par-
ticularly by improved performance in our APEX and PROTEUM single crystal diffraction product lines. In addition, our redesign to
cost initiatives improved our margins in our X-ray diffraction systems, particularly our D8 products.

SALES AND MARKETING:

Percentage Percentage
of Product of Product ~ Percentage
2002 Revenue 2001 Revenue Change Change
Bruker Daltonics : $26,806 23.1% $21,711 23.7% $5,095 23.5%
Bruker AXS 21,340 20.5 16,792 20.3 4,548 27.1
Bruker BioSciences $48,146 21.8% $38,503 22.1% $9,643 25.0%

Bruker Daltonics’ sales and marketing expense increased by $5.1 million, or 23.5%, in 2002 compared to 2001. This increase
relates primarily to significant new product introductions during the first and second quarters of 2002 and the cost associated
with the rollout of these products and a general increase in our business. The decline as a percentage of product revenues is
related to our increasingly effective leveraging of our selling and marketing expenses against the increase in product revenues.

Bruker AXS’ sales and marketing expense increased by $4.5 million, or 27.1%, in 2002 compared to 2001. This increase was
primarily due to an increase in sales commissions and employee costs due to higher sales levels. In addition, approximately $0.9
million of this increase related to the acquisition of MAC Science. Currency fluctuations increased marketing and selling
expenses by $0.8 million.

GENERAL AND ADMINISTRATIVE:

Percentage Percentage
of Product of Product Percentage
2002 Revenue 2001 Revenue Change Change
Bruker Daltonics $ 7,009 6.0% $ 6,007 6.5% $1,002 16.7%
Bruker AXS 8,265 7.9 5,298 6.4 2,967 56.0
Bruker BioSciences $15,274 6.9% $11,305 6.5% $3,969 35.1%
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Bruker Daltonics’ general and administrative expense increased by $1.0 million, or 16.7%, in 2002 compared to 2001.
Although general and administrative expenses as a percentage of product revenue decreased, general and administrative
expenses have remained relatively consistent with the overall increased sales growth of Bruker Daltonics. The increase in the
total amount of general and administrative expenses relates to an increase in costs incurred in 2002 associated with several

business development projects.

Bruker AXS’ general and administrative expense increased by approximately $3.0 million, or 56.0%, in 2002 compared to 2001.
This increase was due to approximately $1.7 million of costs related to being a public company, including insurance, legal fees,
filing fees and other costs. In addition, approximately $0.5 million of this increase related to the acquisition of MAC Science.
Currency fluctuations increased general and administrative expenses by $0.2 million.

RESEARCH AND DEVELOPMENT:

Percentage Percentage
of Product of Product Percentage
2002 Revenue 2001 Revenue Change Change
Bruker Daltonics $20,734 17.9% $18,468 20.1% $2,266 12.3%
Bruker AXS 9,903 8.5 7,744 9.4 2,159 27.9
Bruker BioSciences $30,637 13.9% $26,212 15.0% $4,425 16.9%

Bruker Daltonics’ research and development expense increased
by approximately $2.3 million, or 12.3%, in 2002 compared to
2001. The overall dollar increase relates to the development of
certain new projects, which were incorporated into our product
line throughout 2003. Although research and development
expense increased, research and development expense as a
percentage of product revenue decreased. This decline in
research and development expense as a percentage of prod-
uct revenues is in line with our business strategy and due
primarily to increased product revenue.

Bruker AXS' research and development expense increased by
approximately $2.2 miliion, or 27.9%, in 2002 compared to
2001. Approximately $1.7 million of the increase was due to
the expansion of research and development projects, specifi-
cally material purchases for these projects. In addition,
research and development expenses increased by $0.5 million
due to the acquisition of MAC Science. Currency fluctuations
increased research and development expenses by $0.3 mil-
lion. As a percentage of net sales, research and development
expenses increased to 9.5% for the year ended December 31,
2002 from 9.4% for the year ended December 31, 2001.

We project and track our research and development expendi-
tures by project only on a selective basis. For example, we
identify research and development expenditures for IPR&D. As
such, we are not able to estimate the expenditure require-
ments to complete our research and development projects
currently in process. We do expect that future research and
development expenditures will be consistent with historical
levels of research and development expenditures.

29

Other Special Charges. Other special charges were $2.0 mil-
lion in 2002 compared to $3.2 million in 2001,

Bruker Daltonics' other special charges for 2002 consist of a
$700,000 charge to increase a contract reserve for the cost
of completing an existing contract with the U.K. Ministry of
Defense as well as a $500,000 charge related to a restruc-
turing charge which was primarily related to a workforce
reduction of approximately 50 employees. The charge con-
sisted primarily of employee severance, professional fees and
outplacement services. During the second quarter of 2002,
the Company booked approximately $1.5 million for these
anticipated costs, and then recorded a credit of approximately
$1.0 million against this reserve during the third and fourth
quarters of 2002 to reflect a revised estimate for the actual
employee severance costs. In 2002, there was also a $1.0
million credit relating to a reversal of a previously established
reserve from our patent litigation with Thermo Finnigan. The
reserve was reduced by $1.0 million during 2002 as a result
of the final settlement of this litigation.

In addition, as Bruker Daltonics reported for the third quarter
of 2001, we recorded a loss on provision charge of $1.5 mil-
lion in connection with liquidated damages pursuant to the
MOD contract. At December 31, 2001, the balance was $1.7
million due to foreign currency adjustments. As discussed
previously, these issues have been resolved. This charge was
offset by a litigation credit of $1.9 million.

Bruker AXS, in the third quarter of 2002, implemented a
restructuring program to reduce costs and improve productiv-
ity by eliminating redundant positions, streamlining production
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and initiating cost feduction programs in all operating areas.
As a result, we recorded a restructuring charge of approxi-
mately $1.8 million ($1.0 million, net of tax). Of the total
restructuring charge, approximately $0.5 million related to
involuntary and voluntary employee termination benefits for
personnel reductions in all operating areas. Under the
restructuring program, we reduced our workforce by approxi-
mately 19 employees, or approximately 5% of the total work-
force in the United States, Germany and United Kingdom.
The restructuring charge also included approximately $0.7
million for the write-off of property and equipment as a resuit
of ceasing production at a facility located in the United
Kingdom. Beginning in the fourth quarter of 2002, all prod-
ucts that were produced in the United Kingdom are being
produced at the production facility in Germany. In addition,
approximately $0.5 million of the restructuring charge con-
sisted of penalties for terminating contracts for outsourced
inventory and information technology services which we now
provide internally. The remaining $0.1 million consisted of
engineering inventory that was written off as a result of the
termination of a research and development project.

In 2001, Bruker AXS wrote-off $3.6 million of in-process
research and development costs related to the acquisition of
Bruker Nonius.

Interest and Other Income (Expense), Net. Interest and
other income (expense) for the year ended December 31,
2002 was $(9.3) million, compared to $2.3 million in 2001.
The increase in expenses relates to a $(10.9) million write-
down of our investments in three non-affiliated proteomics
companies as well as a foreign currency exchange loss for
the year of $1.5 million. During the year, we earned interest
income of approximately $1.8 million and paid approximately
$(1.3) million in interest expense. Our interest income on
our short-term investments declined in 2002 due to the use
of cash to compiete the expansion of our United States and
Germany facilities as well as due to a reduced rate of return.

Minority Interest in Consolidated Subsidiaries. Minority
interest in consolidated subsidiaries of $(212,000) and
$(427,000), on the statement of operations for the year
ended December 31, 2002 and 2001, primarily represents
the minority public shareholders’ proportionate share of net
loss for 31% of Bruker AXS for 2002 and 2001, as well as
49% of InCoatec GmbH since February 2002.
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Provision for Income Taxes. The provision for income taxes
increased $1.4 million, or 98.6%, to $2.8 million compared
to $1.4 million in 2001. The effective tax rate was 77% for
the year ended December 31, 2002 and 38% for 2001.
The income tax provision is determined by applying an esti-
mated effective tax rate to income before income taxes.
The estimated effective income tax rate is based on the
Company’s pretax income, permanent book/tax differences
and tax credits. The significant variation from the customary
effective tax rate rate of approximately 38% is primarily due
10 recording a valuation allowance on our deferred tax
assets for the write-down of investments in other companies
and foreign tax credits.

Cumulative Effect of Change in Accounting Principle. We
adopted SFAS No. 142, “Goodwill and Other Intangible
Assets,” in the first quarter of fiscal 2002. Under the transi-
tional provisions of SFAS No. 142, we tested goodwill and
intangible assets with indefinite useful lives for impairment
as of January 1, 2002 pursuant to the method prescribed by
SFAS No. 142. We completed the transitional impairment
tests in the third quarter of 2002, which resulted in recording
an impairment loss of $1.0 million ($0.6 million, net of tax).
In accordance with the transitional provisions of SFAS No. 142,
the impairment loss was recorded in the first quarter of 2002
as a cumulative effect of change in accounting principle. The
goodwill impairment loss related to our Bruker Nonius report-
ing unit of Bruker AXS, which was acquired in April 2001.
Changes in the market and economic conditions since the
date of acquisition resulted in an impairment to the goodwill
allocated to Bruker Nonius.

LIQUIDITY AND CAPITAL RESCURCES

Presently, we anticipate that our existing capital resources will
meet our operating and investing needs at least through the
end of 2004. As of December 31, 2003, we had cash and
cash equivalents of $62.6 million and working capital of
$142.0 million. Historically, we have financed our growth
through a combination of debt financing and issuance of
common stock.

As of December 31, 2003, the Company has approximately
$22.2 million of net operating loss carryforwards available to
reduce future taxable income. These losses have various expi-
ration dates through 2023. The Company also has research
and development tax credits of approximately $2.7 million
available to offset future tax liabilities that expire at various
dates through 2023.
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During the fiscal year ended December 31, 2003, net cash
used in operating activities was $6.1 million, which improved
in comparison to net cash of $10.7 million used in operating
activities during the fiscal year ended December 31, 2002.
This was primarily due to our accounts receivable and inven-
tory growing at a slower rate than our sales volume. We have
made improvements in our cash collection efforts for
accounts receivable and have more efficiently managed our
inventories by reducing our lead times. Our improvements in
accounts receivable and inventories were offset by decreases
in other current liabilities, primarily income taxes payable,
contingent liabilities and customer advances. Our use of cash
during the year ended December 31, 2002 was primarily due
10 increases in accounts receivable and inventories related to
sales growth. During the year ended December 31, 2001, we
used $13.6 million in cash flow from operations. Our use of
cash was primarily due to increases in accounts receivable
and inventories. These increases were partially offset by
increased accounts payable and other current liabilities.

For the year ended December 31, 2003, cash flow used for
investing activities totaled $10.4 million, compared to $17.3
million cash generated for the year ended December 31,
2002. We used $5.5 miilion of cash during the fiscal year
ended December 31, 2003 for capital expenditures, which
were principally related to improvements of existing assets. In
2004, we expect to continue to make capital investments
which will focus on enhancing the efficiency of our operations
and supporting our growth. In 2003, we also used $5.5 mil-
tion of cash in the purchase of businesses and minority inter-
est related to our merger with Bruker AXS Inc.

Cash flow used in financing activities totaled $8.1 million for
the year ended December 31, 2003, compared to $19.0 mil-
lion cash generated for the year ended December 31, 2002.
We used $10.8 million for a cash payment to our shareholders
in connection with the Bruker AXS Inc. merger. In December
2002, we entered into a demand revolving line of credit with
Citizens Bank in the United States in the amount of $2.5 mil-
lion. This line, which is secured by portions of our inventory,
receivables and equipment in the United States, is used to
support working capital and has no expiration date. We also
maintain revolving lines of credit of approximately $30.4 million
with German banks and Japanese banks. Both of the German
and Japanese lines of credits are unsecured. As of December
31, 2003, there was approximately $16.4 million outstand-
ing on our U.S., German, and Japanese lines of credit. Bruker
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AXS has an interest rate swap that, until January 1, 2003,
was designated as an effective hedge for accounting pur-
poses. Bruker AXS pays a 4.6% fixed rate of interest and
receives a variable rate of interest based on the Bond Market
Association Municipal Swap Index. The contract has a $2.2
million notional value which decreases in conjunction with the
IRB payment schedule until the swap and IRB agreements
terminate at December 2013.

We have both short-term and long-term notes payable with
outstanding balances aggregating $28.6 million as of
December 31, 2003. The interest rates on our notes payable
range from 1.00% to 5.10%.

In connection with some of our outstanding debt, we are
required to maintain certain financial ratios and meet other
financial criteria. Additionally, we are subject to a variety of
restrictive covenants that require bank consent if not met. As
of December 31, 2003, the latest measurement date, we
were in compliance with all financial covenants.

In 2002, we. repurchased 457,200 shares of Bruker
Daltonics Inc. common stock and 192,422 shares of Bruker
AXS Inc. common stock, at an average price of $5.10 and
$3.93, respectively, in accordance with the terms of our stock
repurchase plans. The Bruker AXS In¢. share number is a
post-merger number which gives effect to the merger share
exchange ratio. Our stock repurchase plan, announced
August 26, 2002, authorizes us to repurchase up to one mil-
lion shares of our common stock. During the fiscal year ended
December 31, 2003, we did not repurchase any shares.

In July 2003, we increased our outstanding shares by 31.5
million to 86.0 million due to the merger with Bruker AXS. In
conjunction with the merger, we paid $16.3 million to Bruker
AXS shareholders who elected to receive 25% of their out-
standing shares in cash. See Note 5 for further details
regarding the merger.

Our future capital uses and requirements depend on numerous
factors, including our success in selling our existing products,
our progress in research and development, our ability to intro-
duce and sell new products, our sales and marketing expenses,
our need to expand production capacity, costs associated with
possible acquisitions, expenses associated with unforeseen liti-
gation, regulatory changes, competition and technological
developments in the market. We estimate our future capital
expenditures to be approximately $5.5 million for 2004.
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS
Our obligations and commitments to make future payments under contracts, such as debt and lease agreements, and under
contingent commitments are included in the following table as of December 31, 2003 (in thousands):

Less than After
Contractual Obligations Total 1 year 1-3 years 4-5 years 5 years
Short-term borrowings $16,369  $16,369 $ — $ — % —
Operating lease obligations 7,266 2,214 3,667 1,385 —
Long-term debt 28,592 2,218 2,449 15,314 8,611
Pension 6,886 — 11 180 6,695
Total $59,113 $20,801 $6,127 $16,879 $15,306

Disclosures r_egardimg these obligations are located in our Financial Statements included in this Annual Report on Form 10-K.

TRANSACTIONS WITH RELATED PARTIES

We are affiliated, through common shareholders, with several
other entities which use the Bruker name. Pursuant to an
omnibus sharing agreement with our affiliates, we have
entered into sharing agreements with our affiliates which pro-
vide for the sharing of specified intellectual property rights,
services, facilities and other related items.

Sales to related parties which are not subsidiaries of Bruker
BioSciences are included in the consolidated financial state-
ments. Such related parties are affiliated sales offices in
countries in which we do not have our own distribution net-
work. As such, these sales were primarily for resale of our
products only. Sales to related parties are at commercially
reasonable arm'’s length conditions and pricing. These sales
amounted to $13.0 million, $16.6 million and $2.3 million
for the years ended December 31, 2003, 2002 and 2001,
respectively. In addition, we made purchases of products from
affiliated entities of $7.1 million, $5.3 million and $3.5 mil-
lion in the years ended December 31, 2003, 2002 and
2001, respectively.

We share various general and administrative expenses for
items including umbrella insurance policies, accounting serv-
ices and leases with various related parties. These general
and administrative expenses amounted to $1.4 million, $1.2
miltion and $1.6 million for the years ended December 31,
2003, 2002 and 2001, respectively.

The Company has investments in three non-affiliated
companies. The Company recognized sales to these compa-
nies, GeneProt, inc., Cengent Therapeutics and Affinium
Pharmaceuticals Inc., of approximately $2.1 million, $0, and
$34,000, respectively in 2003, $510,000, $0 and $194,000,
respectively, in 2002, and $6.0 million, $300,000 and
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$400,000, respectively, in 2001. We believe these sales
were made under arm’s length conditions and in the normal
course of business. We made no purchases from any of
these companies in 2003, 2002 or 2001.

On November 28, 2002, we issued 109,800 shares of
restricted common stock, par value $0.01 per share, to
Dr. Dieter Koch, Managing Director of Bruker Daltonik
GmbH and, at the time, a Director of Bruker Daltonics Inc.,
valued at approximately $593,000 and cash of $593,000,
in exchange for his minority interest in Bruker Saxonia
Analytik GmbH, a majority-owned subsidiary of Bruker
Daltonik GmbH. The shares of our common stock were
issued pursuant to an exemption from the registration
requirements of the Securities Act of 1933, as amended,
afforded by Section 4(2) of that act.

The Company paid $1.4 million, $849,000 and $1.0 million
to a law firm in which one of its directors is a partner.

QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

We are potentially exposed to market risk associated with
changes in foreign exchange and interest rates for which we
selectively use financial instruments to reduce related mar-
ket risks. An instrument will be treated as a hedge if it is
effective in offsetting the impact of volatility in our underlying
exposure. We have also entered into instruments which are
not effective derivatives under the requirements of SFAS No.
133 and therefore such instruments are not desig